09 Jul 15 13:24 


Pieter Steyn 


086 554 3686 


P.1 



AUDITOR-OENERAL 


The Mayor 

Sakhisizwe Municipafity 

PO Box 21 

Elliot 

5460 

03 December 2008 

Dear Sir 


Enquiries M.Rasmeni 
R e ference 03564reg D7/08 


REPORT OF THE AUDITOR-GENERAL ON THE PIlUAKlf'iAi CTATt=*jiEkiT-rf^ 

PERFORMANCE INFORMATION OF SAKHISIZWE LOCAL MUNIC^PA^w 
year ended 30 JUNE 2008 LOCAL MUNICIPALITY FOR THE 

In'defso JulToa iThl^lby submlniS''^' 

200*3 fAcTsR^nOon^f T Management Act (MF^M) 

must please be submitted to this ofTce wpIj tho ^ tabled 

oftheCoundUndicating 

connection with any matter revealed in the report. contemplated in 

4. Kindly acknowledge receipt of the report. 

Yowrs faithfully 


AUDITOR-GENERAL 


Pivote Bag X5047 U.rata .IM Dot' " lON/sjfol'r 1^2^ Iwl^lTiSS 
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performance informatS of statements and 

the year ENdId 30 JUNE S?8 LOCAL MUNICIPALITY FOR 


REPORT ON THE FINANCIAL STATEMENTS 
Introduction 

1. I have audited the accompanying financial statements of the Sakhisizwe inr=.i 
municipality which comprise the statement of financial poartL as a icne 

accounting policies and other explanatory notes, asTel out on 

Responsibility of the accounting officer for the financial statements 

tl’SrTnan^^i P^nsible for the preparation and fair presentation of 

rn6S6 financidj statsrnsnts in accordance w/ith fhc^ t 

determined by the National Treasury, as set out in accounting l^lioj l®and inihe 

■ designing, implementing and maintaining internal control relevant tn if,= 
preparation and fair presentation of financial statements that are fi-pp fmm 
material misstatement, vnhether due to fraud or error 

selecting and applying appropriate accounting policies 

■ making accounting estimates that are reasonable in the circumstances 

Responsibility of the Auditor-General 

by section 188 of the Constitution of the Republic of South Africa 
(PAA) and section 126(3) of the MFMA, my responsibi ity is to exorLss 

opinion on these financial statements based on my audit. ^ 

4. I conducted my audit in accordance with the Internatfonal StanriarH^ r»n AMr<fv 

XfoXTJ'', Gazette tVo. 3105rtnl 

May 200B. Those standards require that I comply with ethical requirements and 

p an and perform the audit to obtain reasonable assurance whether the financial 
statements are free from material m isstatement. 

5, An audit involves performing procedures to obtain audit evidence ahr>„r 
amounts and disclosures in the financial statements. The procedures selected 
de^nd on the auditor’s Judgement, including the assessment of the i^ks of 
material misstatement of the financial statements, whether due to fraud or error 

o thf "1® auditor considers internal control relevant 

nrrip f preparation and fair presentation of the financial statements in 
nS ®udit procedures that are appropriate in the cireumstances^ut 

internal oontror^® expressing an opinion on the effectiveness of the entit/s 
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6. An audit also includes evaluating the: 

• appropriateness of accounting policies used 

• reasonableness of accounting estimates made by management 

• overall presentation of the financial statements. 


7. Paragraph 11 et seq. of the Statement of Generally Recognised Accounting 
Practice, GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entities shall provide information on whether resources were 
obtained and used In accordance with the legally adopted budget. As the budget 
reporting standard Is not effective for this financial year, I have determined that 
my audit of any disclosures made by the Sakhisizwe local municipality in this 
respect will be limited to reporting on non-compliance with this disclosure 
requirement. 

8. ! believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 


Basis of accounting 

9. The municipality’s policy is to prepare financial statements on the basis of 
accounting determined by National Treasury as set out in accounting policy note 
1 to the financial statements. 

Basts for adverse opinion 


Bank balances and cash 

10. Bank balances and cash was disclosed at R17,3 million on the face of the 
statement of financiai position and note 21 to the annual financial statements. 
The validity of journals to the amount of R91 5,054 passed against the accounting 
records underlying the disclosure could not be confirmed in the absence of 
supporting documentation or an adequate audit trail. 


11. independent confirmations and supporting schedules presented by management 
contradicted the municipality’s underlying accounting records by un-reconclled 
and unexplained differences of R13,814 and R709,090 respectively. 


12. Documentation supporting the validity of correction of errors disclosed at R1,1 
million in notes 19 to the annua! financial statements was not provided. 

Consumer debtors and provision for bad debts 

13. Consumer debtors before a provision for bad debts was disclosed at R36.6 
million in note 7 to the annual financial statements. The disclosure contradicted 
the underlying debtors age analysis and debtors listing by R2,8 million and R2,9 
million respectively. Management v»/as unable to provide documentation or 
explanations, to reconcile a difference of RS,4 million identified between the 
corresponding disclosure and the prior year annual financial statements or to 
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finSalLTemerns' ^ annual 

14. Management was unable to provide evidence of the implementation of th» 
indigent policy. Reliable and complete subsequent ledgers after vear end 

ffrir =1- -s “ rsr ,5H! r= 

15. Provision for bad debts was disclosed at R31 9 m if lion in nntP 7 fn i 

financial statements. Management was unable t prore doLlntattoT^o 
explanations supporting a correction of error of R500 000 or schediiiPQ anH 

Sm f r 

existence, valuation and completeness of consumer dehtnrxt anri 

aZafffnTnciafst2“ " ‘he 

Employee related costs and remuneration of councillors 

oT'f e remuneration of councillors was disclosed at 

S T^J: ^^^P^^tively on the fac^ of toe ^“t o 

inanciai performance and notes 13 and 14 to the annual financial statementf 

ZScR^TTy 1 ?''°''"^® explanations or reconciliations for toe difference 

of R496 777 identified between the annual financial statement disclosures and 
the underlying accounting records. uisciosures ana 

17. Manapmenf could not provide documentation to support contributions to 

ZRs'r^rif RlTmZ"'^ =°htributions disclosed 
at K59 737 and R2,3 million respectively in note 24 to the annual finanriai 

SZri«v°ri to '^ho have terminated their services with the 

municipality dunng toe year under rewew. Furthermore performance bonuses 

amount of R46 108 was not disclosed in the annual financial statements. 

RSsTZ® °r reconciliations for a difference of 

R558 123 Identified between the amounts per the salary journals and the 
underlying accounting records or the difference of R81 114 identified between 
schedules presented for audit and the underlying accounting records 
®PPP°rt‘P9 documentation for salary increases to the amount of 
R265 595 and acting allowances amounting to R18 637 or explanations for the 
material vanances identified between the current year and the correspondina 

produced' PP'' remuneration of councillore could^ not be 


19. I could therefore not confirm the validity, 
employee related costs and remuneration of 
financial statements. 


accuracy and completeness of 
councilors disclosed in the annual 


Property, plant and equipment (PPE) 

5 to ihf ®‘®‘®'P®P' “financial position and note 

to the annual financjai statements. Wo evidence of rights to PPE to the amount 
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of R9,7 million could be produced, whilst PPE to the amount of R4 3 miiiinn 
belonging to third party’s was inappropriately accounted for as as^ ! Tf 
municipality. Documentation, to validate a correction of error disclosrS at 
million ,n note 19 to the annual financial statements was not proS ’ 

21 . Documentation supporting the disclosure to the amount of RIO 2 million conlri nnt 

unable to provide rtTe^Tmolrof 

finanoiafst^te^m^^^^^^^^^ ^ the annual 

23. Management could not provide explanations or information to suoDort the 
computation of residual values disclosed in the fixed asset rpnk+er tk 

offing identified between depreciation disclosed in the statem.ert 

between the estimation of the useful life of assets disclosed per the txS asset 
register and the accounting policy resulted in a contradiction of R138 936 in the 
depreciation computation. I could not confirm the existence hahts valuAffnn -mn 
completeness of PPE disclosed in the annual finandSmente ' " 

Creditors 


T rade creditors 

24. Trade creditors were disclosed at R3,9 million in note 2 to the annual financial 

Sfrfnrr"?' not provide a reliable creditors listing, creditor 

reconciliations or documentation to the amount of R1 7 miilion in sunnor^ nf th« 

R4 2'^mi[l,n"or'’®rrr'r documentaticn fo suppo^rt'cl^als aStiJ' to 
,2 miHion or validate the correction of error to the amount of R927 656 as 
disclosed in note 19 to the annual financial statements. 

25. Inadequacies in the design of the accounting framework and the absence of 

Tmoun contributed to management omitting creditors to the 

amount of R235,544 and not accounting for accrued staff bonuses. Furthermore 
management was unable to explain a contradiction of R1 million identified 
between the underlying accounting records supporting the disclosure. 

Provision for staff leave 

26. Supporting documentation for the provision for staff leave amounting to R477 354 
as disclosed in note 2 to the annual financial statements could not be produced. 

Consumer deposits 

R98 T documentation, supporting journals to the amount 

or KSB 71 1 or validate a correction of error to the amount of R46 003. f could not 
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confirm the completeness and valuation 
annual financial statements. 


of consumer deposits disclosed in the 


Other creditors 


documentation in support of an amount of 
R203 365 as disclosed in note 2 to the annual financial statements I could not 

fin^rlctel statemenir as disclosed in the annual 

Revenue 
Rates 


2S. Revenue frorn rates was disclosed at R1,5 million on the face of the statement of 
financial perrormance. The valuation roll which provides the basis from v/hich 
rates were charged was identified to be outdated and was the key attribute for 
rates being undercharged by an estimated amount of R232,839 Furthermore 
management felled to maintain rates register or provide evidence of an approved 

rates and tanff policy. The municipal records did not permit the aoplication of 

alternative procedures. , Ktv-auu.f ui 

Interest on arrears 


30. Conuary to the prescnpts of paragraph 60 of GAMAP 9. Revenue interest on lonq 
outstending consumer debtor accounts was raised and disclosed at R2,7 million 
on the face of the statement of financial performance. Management could not 
provide reliable evidence of the probability that the economic benefit assodated 

with interest raised on long outstanding consumer debtors will flow to the 
muniapality. 


Service charges 


31 


. Revenue from water service charges was disclosed at R2,6 million in note 10 to 
pLrro'f * financial statements. An unexplained and un-reconciled difference of 
R685,323 was identrfied between the annual financial statement disclosure and 
the underlying accounting records. Furthermore management could not provide 
explanations or documentation to corroborate material fluctuations in the 
recoroing of monthly water service revenue or for the inconsistent relationship 
between the number of water consumers charged and the monthly billings. Water 
meter readings were inconsistently taken and contradicted the underlying 
accounting records. Daily receipt summaries were not provided for audit 
Management could furthermore not provide the service level agreement 
governing the agency relationship shared with the district municipality over the 
sale of water on the district municipality’s behalf. 


32. Revenue from electricity service charges was disclosed at R2,4 million in note 10 
to the annual financial statements. An unexplained and un-reconciled difference 
of R576 424 was identified between the annual financial statement disclosure 
and the underlying accounting records. No explanation or documentation to 
corroborate matenal fluctuations in the recording of monthly electricity revenue or 
for the inconsistent relationship betv^een the number of electricity consumers 
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charged and the monthly billings could be provided. Furthermore electricitv 
service charges listing and daily receipt summaries were not provided for audit 

33. Revenue from refuse service charges was disclosed at R4 1 miffion in note in 

*RP s^afeiTients. An unexplained and un-reconciled difference of 

R2,2 million was identified between the annual financial statement disclosure and 
he underlying accounting transactions. No explanation or documentafSIh^ 

inconsistent relationship between the number of consumers charoed and 
monthly billings could be provided, nsumers cnarged and the 

34. Revenue from sanitation services was disclosed at R1 , 1 million in note 10 to the 

R489^yo'wTf rip‘ff and un-reconciled difference of 

'd®n‘ified between the annual financial statement disclosure and 
the underlying accounting records. No explanation or documentation for the 
inconsistent relationship between the number of consumers charged and he 
monthly billings could be produced. ^ 

Government grants and subsidies and Government grants and subsidies - PPE 

35. Government grants and subsidies and government grants and subsidies - PPE 
were disclosed at R18.9 million and R3.2 million respectively on thffLce of the 

d ^ The sfatemen? of financial perf^mance 

hfan government grants and subsidies contradicted the supporting note 
11 by an unexplained and un-reconciled difference of R2,5 million Smiladv the 

stbsTes government grams 'a d 

nrilInf=H K ® Underlying accounting records contradicted registers 

presented by management in support of the balance by an unexplained and un- 
reconciled difference of R527 205. ^ 

Other income 

30, other income was disclosed at R3,6 million on the face of the statement of 
financal performance and note 12 to the annual finanoim s"ente 
Composkion of other income in note 12 was not disclosed. In the absence of 
source documentation or other corroboratory information in tef form ol 
schedules registers and receipts 1 was unable to perform alternative procedures 
or confirm the accuracy, completeness and validity of other income. 

Gain on disposal of PPE 

37. Gait! on disposal of PPE was disclosed at R231 886 on the face of the statement 

sworttegtemsdore"' documentation 

38. Due to limitations placed on the scope of my v/ork coupled with municipal records 
not permitting the application of alternative audit procedures, I could not confirm 
the validity, accuracy and completeness of the different categories of revenue as 
disclosed in the annua! financial statements. 
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Expenditure 

General expenses 

39. General expenses were disclosed at R6,4 million on the face of the statement of 
financial performance. Support documentation for expenses to the amount of 
R2 million and journals to the amount of R620 372 respectively could not be 
produced for audit purposes. Expenditure to the amount of R229,768 incurred in 
the prior year was inappropriately accounted for in the year under review. 

Repairs and maintenance 


40. Repairs and maintenance was disclosed at R324 182 on the face of the 
statement of financial performance. No documentation to support expenses to the 
amount of R99 776 could be produced for audit purposes. 

Bulk purchases 

41. Bulk purchases were disclosed at R2,5 million on the face of the statement of 
financial performance. Purchases Incurred in the prior year to the amount of 
R191 996 were inappropriately accounted for in the year under review. 
Furthermore, municipal consumption ot electricity to the amount of R90 849 was 
inappropriately accounted for as bulk purchases rather than general expenditure. 

42. i could not confirm the validity, accuracy and completeness of the different 
categories of expenditure disclosed in the annual financial statements due to 
limitation of scope. 

Unspent conditional grants and receipts 


43. Unspent conditional grants and receipts was disclosed at R2,7 million on the face 
of the statement of financial position and note 3 to the annual financial 
statements- The grants register provided in support of the disclosure was 
incomplete and unreliable, noting a cast error of R1i5 000. The corresponding 
figure for unspent conditional grants and receipts contradicted the prior year 
annua! financial statements by an unexplained and un-reconciled difference of 
R229,106. Furthermore, documentation validating correction of errors disclosed 
at R228 186 and R1,6 million in note 19 to the annual financial statements were 
not provided, furthermore and contrary to section 123 of the MFMA, note 11 to 
the annual financial statements did not disclose how the allocations received by 
the municipality from organs of state in the national and provincial sphere of 
government have been spent. Furthermore, there was no disclosure on whether 
the conditions of the allocations received have been met by the municipality. 

44. Due to limitations placed on the scope of my work coupled with municipal records 
not permitting the application of alternative audit procedures, I could not confirnn 
the completeness and valuation of unspent conditional grants and receipts 
disclosed in the annual financial statements. 
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Long term receivables 

45. Long temi receivables were disposed at nil amount In the statement of financial 
position and note 6 to the annual financial statements. Documentation supporting 
the validity of correction of errors disclosed at R228 186 and R198 364 in note 19 
to the annual financial statements was not provided. Furthermore documentation 
detailing the terms and conditions of staff loans were not provided. Consequently 
the valuation of long term receivables as disclosed in annual financial statements 
could not be confirmed. 

Other debtors 

46. Other debtors were disclosed at R375 542 on the face of the statement of 
financial position and note 8 to the annual financial statements. Documentation 
validating correction of errors disclosed at R356 046 and R81 208 in note 19 to 
the annua! financial statements was not provided. Consequently the valuation of 
other debtors disclosed in the annual financial statements could not be 
confirmed. Similarly documentation to substantiate journals passed against the 
underlying accounting records supporting the disciosure to the amount of 
R309 799 could not be provided. 

Value added taxation (VAT) 


47. VAT was disclosed at R853,193 in note 4 to the annua! financial statements. 
Management was unable to provide documentation supporting a correction of 
error passed against the underlying accounting records supporting the disclosure 
to the amount of R6,6 million. Similarly management was unable to provide 
documentation supporting VAT input claims to the amount of R8,2 million or 
demonstrate evidence of declaring VAT on grants received in accordance with 
Secfion 8(5A) of the VAT Act. 

48. Management did not provide the computation of the VAT apportionment formula 
or the evidence of the submission of a complete set of VAT returns to South African 
Revenue Services. The validity of VAT Input claims and VAT declarations on 
expenses incurred and revenue generated to the amount of R205,271 and R4,5 
million respectively in relation to water and sanitation services transactions could 
not be confirmed in the absence of a service level agreement governing the 
relationship between the municipality and district municipality. Further Information 
on the reported matter is disclosed in paragraph 96 of this report. Consequently 
valuation and completeness of VAT disclosed in the annual financial statements 
could not be confirmed. 

Accumulated surplus 

49. Accumulated surplus was disclosed at R4a,g miliion on the face of the statement 
of financial position and the statement of changes in net assets. Documentation 
supporting the validity of a correction of error to the amount of R11,8 miliion was 
not provided. 
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tong term liabifities and current portion of long term liabilities 

50, Long term fiabiiities and the current portion of long term liabilities was disclosed 
at R896 1 34 and R297 1 89 respectively on the face of the statement of financial 
position and note 1 to the annual financial statements. Sufficient appropriate 
appropriate documentation to support payments to the amount of R81 600 made 
against the underlying accounting records supporting the long term liabilities 
disclosure could not be produced. Furthermore, schedules provided in support of 
the current portion of the liabilities were unreliable and contradicted the 
disclosure by an unexplained and un-reconciled difference of R235 249. The 
current portion of finance leases was not accounted for in the underlying 
accounting records or the annual financial statements. Contrary to paragraph 23 
of the South African Statements of Generally Accepted Accounting Practice. IAS 
17 {AC 105), teases, the current portion of the finance lease liability was not 
categorically and separately disclosed in note 1. 

Cash flow statements 

51 Cash receipts from ratepayers, government and others and cash paid to 
suppliers and employees was disclosed at R55 million and R36,5 million 
respectively on the face of the cash flow statement. No documentation or 
reconciliations supporting the composition of the said disclosures could be 
produced for audit purposes. 

Provisions 

52. The municipality, which operates landfill sites in. Gala and Elliot, has an 
obligation in terms of section 28 of the National Environment Management Act, 
No 107 of 1998 to restore such sites. The municipality did not assess the 
remaining useful life of the landfill sites. Detailed records of the capacity of 
landfill sites were not maintained by the municipality’s engineers. Consequently, 
a provision for the rehabilitation of landfill sites had not been raised in the 
financial statements. Due to the specialist nature of such a provision and lack of 
appropriate records, I was unable to determine the extent of the misstatement. 

53. Contrary to paragraph 96 of GAMAP 19, Prvvfs/ons, contingent liabilities and 
contingent assets, management failed to raise and disclose a provision for 
performance bonus, in the absence of reliable documentation, I was unable to 
quantify the extent of the misstatement. Consequently, completeness and 
valuations of provisions could not be confirmed. 


Retirement benefit information 

54. Note 26 to the annual financial statements reads "All councilors and employees 
belong to 6 defined benefit funds administered by the Provincial Pension Fund. 
These funds are subject to a triennial actuarial valuation. The last valuation was 
performed in 2007. These valuations indicate that the funds are in sound 
financial position”. Management could not provide the rules governing the 
pension fund, independent or corroboratory documentation supporting the said 
actuarial valuation or evidence supporting the sound financial position of the 
fund. Furthermore, documentation in support of pension fund payments to the 
amount of R1 93,670 was not provided whilst transactions recorded in the 
general ledger to the amount of R38,654 could not be agreed to the payroll. 
Similarly documentation supporting the validity of a correction of error disclosed 
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at R167 270 in note 19 to the annual financial statements was not provided. 
Consequently accuracy, validity and completeness of retirement benefit 
Information could not be confirmed 


Fruitless and wasteful expenditure 

55. Section 1 of the MFMA defines fruitless and wasteful expenditure as 
"expenditure that was made in vain and would have been avoided had 
reasonable care been exercised”. Management identified and reported fruitless 
and wasteful expenditure incurred on interest and penalties resulting from the 
late submission of documentation to regulatory bodies to the amount of 
Rt75 363 in note 23 to the annual financial statements. Documentation in 
support of the disclosure to the amount of R50 353 was not provided whilst 
documentation provided contradicted the disclosure by an amount of R26 551. 
Furthermore, fruitless and wasteful expenditure to the amount of R426 742 
identified and reported in paragraphs 28 and 29 of my previous report was not 
disclosed in the comparative to note 23. No evidence or disclosure of council 
condonement of the identified irregularity was provided to support the omission 
from the comparative. 


Contingent liabilities 

56. Contrary to the prescripts of paragraph 19 of GAMAP 19, Provisions, contingent 
liabffities and contingent assets, possible obligations from pending litigation and 
dispute hearings Identified from the inspection of the underlying accounting 
records were not disclosed in note 28 to the annual financial statements. The 
primary reason for the non disclosure owed to the inadequacies in the design of 
the accounting framework and the absence of internal control mechanisms that 
readily recognised and completely and accurately accounted for possible 
obligations incurred. Consequently the total effect of contingent liabilities on the 
annual financial statements could not be quantified. 

Capital commitments 

57. Capital commitments approved and contracted for, by the municipality was 
disclosed at R9,6 million in note 25 to the annual financial statements. 
Documentation provided in support of the disclosure contradicted the note by 
an unexplained difference of R36 882. Inadequacies In the design of the 
accounting framework and the absence of internal control mechanisms that 
readily recognised and completely and accurately accounted for commitments 
incurred contributed to management being unable to provide a listing of 
outstanding orders or tenders committed. Consequently the total effect of capital 
commitments on the annual financial statements could not be quantified. 

Unauthorised expenditure 

58. The total approved expenditure budget per the underlying accounting records 
contradicted the appendix D(1) disclosure to the annual financial statements by 
an unexplained and un-reconciled difference of R4,1 million. Furthermore the 
reliability of the said appendix was doubtful in light of a cast error of R69,1 million 
between the difference of actual expenditure versus budgeted expenditure. 
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59. Paragraph 14 of GRAP 1, Presentation of financial statements, prescribes that 
"Where the financial statements and the budget are not on the same basis of 
accounting, a reconciliation between the statement of financial performance and 
the budget shall be included in the financial statements". Management could not 
provide schedules supporting the reconciliation of the accrual driven statement of 
financial performance to the cash driven budget for the year under review. 
Furthermore management could not provide reliable documentation or 
corroboratory information allowing for the application of alternative audit 
procedures. In the absence of the reconciliation and an adjusted budget I am 
consequently unable to quantify the extent of unauthorised expenditure. 

Leases 

60. Management could not provide a complete set of finance lease agreements or 
provide corroboratory explanations for differences between my computation of 
nominal lease payments outstanding and the schedule presented for audit. 

61. The municipality failed to disclose the effect of lease transactions in accordance 
with paragraph 35 of IAS 17 (AGIOS), Leases, An audit of the underiying 
accounting transactions supporting the annual financial statements noted 
transactions that meet the definition of operating leases. 

62. Due to limitations placed on my scope and municipal records not permitting the 
application of alternative audit procedures regarding leases I could not quantify 
the effect of finance and operating leases on the annual financial statements 

Adverse opinion 

63. In my opinion, because of the significance of the matters described in the Basis 
for adverse opinion paragraphs, the financial statements do not present fairly, in 
all material respects, the financial position of Sakhisizwe local municipality as at 
30 June 2008 and its financial performance and cash flo'ws for the year then 
ended in accordance v/ith the basis of accounting described in note 1 and In the 
manner required by the MFMA. 


Emphasis of matters 

I draw attention to the following matters: 

Significant uncertainty 

64. The municipality had contracted to render water and sanitation services to a!) 
households within its jurisdiction on behalf of the district municipality. The 
relationship, rights and obligations of each of the concerned parties was not 
governed and formalised with a service level agreement. The absence of the 
service level agreement has opened the municipality to dispute over the risks 
and rewards over, water and sanitation services, income and debtors and 
furthemiore the amount of the obligation due to or from the district municipality 
on the profits made from rendering of the concerned services. Resolution of 
matter and the ratification of a service level agreement are currently ongoing. At 
reporting date the absence of the service level agreement has created significant 
uncertainty as to the validity of water and sanitation revenue and the rights to 
water and sanitation debtors disclosed in note 10 and 12 respectively. 
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Restatement of corresponding figures 

65. Corresponding figures per the statement of financial position have been 
restated. Details and reasons for the restatement have been disclosed in note 19 
to the annual financial statements. The effect of the restatement is tabulated as 
follows. 


‘fh If- 

.. -t. . ^ I '■ 

J'" ' ■ 

§!' vl4 ij '• ■ 

....... 

- 1 - - ■■■ ■ 


i LC-#""--)! - ...# -j 

“l-r '' ■ 
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Government grant 

reserve 

RQ 

R2,3 million 

R2,3 million 

Accumulated surplus 

R46 million 

R34,2 million 

R11.8 million 

Creditors 

R3,9 million 

R2 million 

R1,9 million 

Unspent conditional 

grants and receipts 

R2 million 

R3,7 million 

R1,7 million 

Value added taxation 
(VAT) 

R5.2 million 

R1,4 million 

R3,8 million 

Property, plant and 
equipment 

R33,1 million 

R38.2 million 

R5,1 million 

Intangible assets 

R5.020 

RO 

R5,020 

Long term receivables 

R70,854 

R524,263 

R453.40g 

Consumer debtors 

R11 million 

R2,6 million 

R8,4 million 

Other debtors 

R695,538 

R339,492 

R356,046 

Bank balances and 
cash 

R2 million 

R2,1 million 

RIOO, 000 


OTHER MATTERS 

I draw attention to the following matters that relate to my responsibilities In the audit 

of the financial statements: 

Internal controls 

66. Section 62(1)(c)(i) of the MFIVIA states that the accounting officer must ensure 
that the municipality has and maintains effective, efficient and transparent 
systems of financial and risk management and internal control. The table below 
depicts the root causes that gave rise to the inefficiencies in the system of 
internal control, which led to the adverse opinion. The root causes are 
categorised according to the five components of an effective system of internal 
control. In some instances deficiencies exist in more than one internal control 
component. 



' xV 

•- -iiJ '44-' 


ilplill 

«■« 


Basis for adverse 
opinion 

— 




Bank balances ; 
and cash 









09 Jul 15 13:38 


Pieter Steyn 


086 554 3686 


p.14 


•■ •> "■• 1 Vic 




Consumer 
debtors and 

provision for bad 
debts 



V 

>✓ 


Employee related 
costs and 

remuneration of 
councilors 

1/ 


v' 



Property, plant 

and equipment 






Creditors 



V 



Revenue 



>/ 



Expenditure 



v' 

^ 

Unspent 

conditional grants 
and receipts 

■ ' 





Long tenm i 

receivables I 





Value added 

taxation (VAT) 





Long term 
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Provisions 






Fruitless and 

wasteful 

expenditure 






Contingent 

liabilities 






Unauthorised 

expenditure 
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Leases 






Control environment: establishes the foundat 
by providing fundamental discipline and struc 
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Non-compliance with applicable legislation 

Municipal Finance Management Act, 2003 (Act No< 56 of 2003) (MFMA) 

The following sections of the MFMA were not complied with; 

57. Section 45. 62(1)(b}, 62(1)(c)(i), 65(2)(e), 80, 111, 63 and 125(2). 

68. Management could not provide evidence that the finance department was 

adequately staffed or that adequate control procedures were impiemented to 
identify and record related party transactions. 

Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA) 

The following sections of the MSA were not complied with ; 

69. Section 66 : an approved staff establishment was not provided. Section 6(2)c : 
fraud prevention plan was not formalised and implemented. 

Environment Conservation Act no. 73 of 1989 


70. Contrary to section 20, documentation to support the legal establishment of the 
municipal disposal sites was not provided. 


National environmental management Act No 107 of 1998 

71. Contrary to sections 28 the municipality's documented plan to rectify the 
degradation caused to the environment by its landfill sites was not 
provided. 

Matters of governance 

72. The MFMA tasks the accounting officer with a number of responsibilities 
concerning financial and risk management and internal control. Fundamental 
to achieving this is the implementation of certain key governance 
responsibilities, which 1 have assessed as follows: 







Audit committee 



1(a) 

The municipality had an audit committee in operation 
throuqhout the financial year. 




internal audit 



2(a) 

The municipality had an interna! audit function in 
ooeration throuqhout the financial year. 




Other matters of governance 



3 

The annual financial statements were submitted for 
audit as per the legislated deadlines in Section 126 of 
the MFMA- 

0/ 


4 



The annual report was submitted for the auditor for 
consideration prior to the date of the auditor’s report. 
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5 

The financial statements submitted for audit '^e re not' 
subject to any material amendments resulting from the 
audit. 

</ 


6 

No significant difficulties were experienced during the 
audit concerning delays or the unavailability of expected 
information and/or the unavailability of senior 
management 


V 

7 

The prior year's external audit recommendations have 
been substantially implemented. 



8 

There are documented policies and procedures and 
control systems to ensure the reliability of financial 
reporting. 



9 

There are documented policies and procedures and 
control systems to ensure compliance with applicable 
laws and regulations. 



10 

The information systems were appropriate to facilitate 
the preparation of financial statements that are free 
from material misstatement. 


V 

' 11 

Delegations of responsibilities are in place. 


v* 

12 

Supply chain management policies and procedures 
were appropriately applied. 


1/ 

13 

There is a functioning performance management 
system. 



14 

Based on the available information, performance 
bonuses are only paid after proper assessment and 
approval by those charged with governance. 


V 


Implementation of Standards of Generally 
Recognised Accounting Practice (GRAP) 



16 

The municipality submitted an implementation plan, 
detailing progress towards full compliance with GRAP, 
to the National Treasury and the relevant provincial 
treasury before 30 October 2007. 


V 

17 

The municipality submitted an implementation plan, 
detailing further progress towards full compliance with 
GRAP, to the National Treasury and the relevant 
provincial treasury before 31 March 2008. 



18 

The municipality submitted an implementation plan, 
detailing further progress towards full compliance with 
GRAP, to the National Treasury and the relevant 
provincial treasury before 31 March 2008. 




Vaiue for money matters 

73. Management could not provide evidence of advertising tenders with and only 
contracting construction service providers registered with the Construction 
industry development board (CIDB), 

74. Management could not provide explanations for variances between actual 
expenditure versus budgeted expenditure on infrastructure projects or reasons 
for the under expenditure on certain projects to the amount of R7,1 million. 
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75. Electricity infrastructure projects completed in the year under review to the 
amount of R1,5 million were not being utilised for public consumption as the 
municipality is still awaiting power supply from ESKOM, 

OTHER REPORTING RESPONSiBlUTIES 

Reporting on performance information 

76. I was engaged to audit the performance Information. 

Responsibility of the accounting officer 

77. In terms of section 121{3){c) of the MFMA, the annual report of a munidpaiity 
must include the annual performance report of the municipality prepared by the 
municipality in terms of section 46 of the Local Government: Municipal Systems 
Act, 2000 {Act No. 32 of 2000) (MSA). 

Responsibility of the Auditor-General 

78. I conducted my engagement in accordance with section 13 of the PAA read 
with Genera! Notice 616 of 2008, issued in Government Gazette No. 31067 of 
15 May 2008 and section 45 of the MSA. 

79. in terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficient appropriate audit evidence about the 
performance information and related systems, processes and procedures. The 
procedures selected depend on the auditor's judgment. 

80. I believe that the evidence I have obtained is sufficient and appropriate to 
provide a basis for the audit findings reported below. 

Audit findings 

81 . i was not able to complete an evaluation of the quality of the performance 
information , since the report on performance information was not submitted 
together with the annuai financial statements. 
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OTHER REPORTS 
Investigations 

82. The municipality conducted two special investigations during the year under 
review, The first concerned an investigation into the conduct of affairs of the 
former chief financial officer in running of the municipality’s finances. The 
second concerned the remuneration of councillors. A report on both 
investigations is pending and will be followed up in my next report. 


APPRECIATION 

83. The assistance rendered by the staff of the Sakhtsizwe local municipality during 
the audit is sincerely appreciated. 

/i , j r ■ I , , , / 

Mthatha 

28 November 2008 



auditor 
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